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FINANCING THE ATRCRAFT PROGRAM.
April 1, 1946,

CAPTAIN WORTHINGTON :

Gentlemen, the next lecturer will be from the Alr Materiel Command,
Wiight Field. He is an honor military college graduate and was commissioned
in the Reserve Corps in June, 1931, as a second lleutenant in the Coast
Artillery Corps Reserve, He has been on active duty since 1941 in the
Chicago Ordnance District; the Eastern Base Section, North Africa; the
Teadquerters 15th Air Force, Italy; and is now at the Headquerters, Alr
iateriel Cormend.

He attended the following Army schools: Commend & Genersl Staif
School, Fort Leavenworth; Bomb Reconnaissance Course, Aberdeen Proving
Ground; Property Disposal Course, Headquarters, ATSC, and Contracting
Officers Conference, March 1945.

Gentlemen, Major Hartman L. Butler, Jr., who will soeaf to you now
oin the subject of Financing the Aircraft Program.

MAJOR BUTIER:

I feel right at home here. When I went on active duty, my Tfirst
coummanding officer was your General Armstrong. When Genéral Armstrong
went on duty as & second lieutenant in the Coast Artillery Corps on the
eve of Vorid War I, his first comranding officer was my father. I remwember
in the summer of lQLl, viile I was still wearing civilian clothes zs a
lieutenant with the Chicago Ordnance District, there was a young mzjor on
Guty with us, and we were all greatly impres sed becuase he had just come
from the Army Industrial College. So now I feel quite happy to be herée
talking to you. ' ‘ .

last sprlng, the AAW ves, qulte concerned about thé future financial
tatus of sircraft industry. We made a very 1nten31ve rtudy of the ¢ndvstr"
nd projected it into the future to the end of 1946. Af that time, in the
=niring of 194 - it was a lot more difficult to meke a nro*ectlon tnap it is
nov, because of the fact that the Contract Termination Act, though in
existence, had not veally been tested. Actually we had not had the first
hurdlie, VE-Day, or the second hurdle, VJ-Day.

W on
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I notice thet you have had a number of distingulshed speakers talx
about the financial phases of the materiel procurement probvlems of the
Army and Mavy. I will ettemnt not to retrace their steps, but rether to
more or legs point out the economic and financial highlights of the
crait manufacturing industry, -and more partlcularly from tne point o view
ol the Army Alr Foxces.
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A bit of historical baclkground seems in order.

The aeronautical industry as it is now is an Qutgféwth of World Wer I.
In the year 1918 the aircraft industry produced 16,000 planes, 'with a value



of approximately 250 million dollars, By.1921 the totzal sales of the air-
sraft industry vas only 7 million dolliars, and all comvanies had either gone
bankrupt or through a major financial reorganization. Theve was steady »ise
through 1929 to 75 million dollars, and the number of planes produced was
6,000 -- the industry ranked lklth that year. Then there was a tremendous
drop tarough 1932, when total sales were only 32 million dollare.

In 1634 the Baker Board came up with their recoumendation for an Aix
Force of 2,300 planes by 1940. Coincidentel with that the Vinson Act care
sbout, authorizing 1200 planes for the Navy. By 1936 sales were back to
the 1929 figure of 75 million, and by 1937 the total doubled to 150 million
dollars.

Now let us look at the economic and financial characteristices of the
alxcraft industry. In the first place, none of the aircraft companies hes
‘o1,

any funded debt. Secondly, thelr financial structure ie very glmple, with
usually only one class of capital stock.

A third characteristic of the aircraft industry is the varying tyves
of financial organization. On the one hand you have the two very large
integrated companies, Curtiss-Wright Corp. and United Aircraft Corp., which
are integrated for airframes, proprellers, engines, and accessories. Then
you have the special menufacturers such as Boeing. Then there is the
. North Americen Aviation Company, a military aircraft manufacturer, 30 per-
cent of whose stock is owned by General Motors Corporation. Also you have
Consolidated-Vultee, a controlling share of whose stock is owned by the
4Aviation Corporation, an investment trust which has various interests in
the aircraft industry, air transport industry, and related fields.

Fourtily, 1t is a very highly specialized competitive field, with o
limited sales volume. Research and development give an importance to design
over produvction. New companies could enter the field only with great '
difficulty. '

Fifthly, during the decade 1930 to 1939 only & small amount of new
capital went into the aircraft industry, the total being something less
than 60 million dollars.

Thet brings us to the status of the aircraft industry at the eve of
the war, 1939 to 19kl. .The total assets at that time were 500 million
dollars, mwost being current assets offset by current liabilities. The net
wortir was about 150 million, including about 100 million fixed assets and
about 40 million of net working capital. At that time aircraf manuactuvring
renked Ulth in American industries.

For the year 1939 the industry had an aggremate volume of business at
a rvecord total of 200 million dollars. At the close of the year the Auwerican
aircraft industry had on its books in unfilled orders from England and France
a total of 600 million dollars. In other worde, it had a foreign backlog
equal to more then twice its then annual capacity. SR

. A study of the aircraft industry is really a study of a few individual
companies, There were about twenty aircraft companies, and these were
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dominated by a few -- in 1940 the seven major AAF manufacturers accounted
for 93 percent of the total airframe weight of the entire aircralt indveiry.
Of course, the Army Alr Forces has no brief for any individual cowgpsny: The
aggregate of resources, skill, experience, and so forth, are of prinary
concein to the armed forces rather than the identity of any one comrany.

Fow let us pass to the relation of the aircraft industry and the srmed
(o -
forces.

The first point is that the AAF has no marufacturing arsensls., OF
course you know that the Ordnance Department has its arsenals, going baclk
to the Revolutionary War. You know the Navy has gigantic ghipbuilding
yards - also in World War I, the Navy produced sowme alrplane engines and
toyed with the idea of making airframes. So in essence, the privete - air-

ol
!

craft manufacturing industry is the arsenal of the AAF.

The second point is that current procurement is limited to the ccupanies
now in existence. If Ordnance wants to make a tank, they cen go to one of
their arsenals, or to the automobile industry, or to the farm equipwent
industry, or tc the railway locomotive industry. But if the AAF wenbe plenec,
they must go to the then-existing peacetime specialized aircraft menufachtuvr-
1lng companies.

In Vorld War II only three companies went into the production ol asir-
Ifvemes - these were Tord, General Motors, and Goodyear, which incidentzslly,
have always been interested in aircraft. (I understand that the latter hes
remained in alrcraft production, whereas Ford and General dotors are cow-
pletely out of the airframe businéss by now). The proof of the pudding is
in the eating - thus during the entire war the old-line, wveacetime sircraft

A third point is that the aircraft industry ic absoclutely dependent
uzon military orders for its bread and dbutter, for its very existence. The
Navy will alwoys have Bethlehem Steel. Ordnance lmows that such corpenies
as General MMotors, International Harvester, etc. can keep their fa.ilities
overzting with civilian orders, Vestern Zlectric will be available tc the
Signal Corps, and Armour to the Cuartermaster, as these concerns can always
keen busy on civilian businees. But if the AAF cir the DAR wents plsnes, 1
must look to Douglas, lMartin, Grumman, and so Fforth which require in turz
Government contracts, Lo

How let us summarize the exnansion eand growth of the Industry. In
1oLk aiveraft sales totaled 18 billion dollsrs. There wers employed directly
oy Indirectly 2,100,00C nersons. Manufacturing floor space was about 200
aillion. sqguare fest, The industiy now ranked number one.

As noted in the year 1937 the sales were 150 million. Now assuming this
year ag a base of cne, we find in 19k4 the following spproximate indices:
alrivanes weisht produced 100; dollsr sales, 100; number of employees, 70;
number of square feet, 30; number of units produced, 30. That is a relative

ranking over the 1937 figures.

i
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Now, let us consider Table I, Whi¢h shows the relation of peak war sales
to prewar capital of the ten largest AAF contractors. We have elimircted
several of the smaller companies, such as Fairchild and Northrop, which
during the war sccounted for only a small part of total, but today are very
immortant contractors. One large company, Grurmmwan, was solely Nevy., The
ten largest ccmpanies for the AAF were Bell, Bcoeing, Cousolidated-Vultee,
Curtiss-Wright, Douglas, Lockheed-Vega, Martin, North American, Depublic,
and Unlted Alrcraft. Also by using exactly 10 companies, you can point off
cne place and get the typical or average company.

This Table shows by vatio the relationship btetween the capitel stock,
surplus, and reserves, this being at the end of 1939, and peak war sales in
1044, The aggregate of these ten companies was a cavital.of 138 million
Gollars. In 19LL they haed aggregate sales of 7 billion 600 million dollars,
or a ratlic of 55 to 1. In otkher worde, every dollar of invested canital in
1932 was turmed over in 194l 55 times.

TABIE I
PEAX WAR SATES TO PREWAR CAPITA

TEN IEADING AIRCRAFT MANUFACTURERS

Peak Vzr Sales
133 1944 . - Times

Mermreoturers Net Worth Sales Pre-Vor Capital
Bell = 2,300,000 ~ $317, 000,000 1ho-1
Boeing 3,800,000 - £08,000,000 155-1
Consolidated-Vultee 10,200,000 2¢0, 000, 000 SLI
Curtiss-Wright 34,700,000 1,717,000,000 50-1
Douglas 13,800,000 1,0%1,000,000 TT7-1
cckheed - Vege 8,400,000 “602, 000, 000 -1
Mertin 18,000,000 533,000,000 30-1
North American 9,600,000 684,000,000 -1

‘Rewnublic ' 5,000, 000 370,000,000 T

United Aircraft 32,500, 000 74l 000,000 _e3-1
TOTA $7,596, 000,000 55-1

The individual companies show varying ratios. It seems to be that the
larger the invested cepital a«t the besinning of the war, the smaller tne
retio. You see heie that United Aircraft had 33 miliion - {incidentally,
thet was before they scld more stock) - its turnover was only 3 times.
Curtiss-Wiight, with 2 capitel of 32

‘Mertin, also one of

million, turned theirs over %0 timee.
e largest companies, shows & relationship of 30 to 1.

"The extreme ratio was Boeing - with a capital of about 4 millicn, its war-

tizme sales were 600 million, or a turnover of 158 times.

Incidentally, this chart shows also the comparative standing on sales.
You will see Curtiss-Wright leads with sales of one billion 70C million,
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followed next by Douglas, then by Consolidated-Vultee, then by United Air-
craft, and so on down, the lowest being Bell, with 300 million worth of
business in 194k,

The problem of financing the aircraft industry was large ~ that is
evident by the tremendous gap between sales and invested capital,

In considering possible methods of financing, there were, of course,
the traditional methods of selling additional stol i, usirg own firancial
resources, going to commercial banks, etc. However, the aircraft industry
being a small and speculative industry, didn't have very strong baniing
connections, It had a relatively small invested capital, and the cepnital
rarkets in 1938-19L2 were in a non-recevntive mood for any new finan.ing.

So a very-.small proportion of the total wes handled by normal means, There-
fore, as the Government was going to buy the pianes, the Govermuent had to
be the financier. ’

I am not going to attempt to go into all the tymes of financing, dut
will indicate the status of the AAF to total War Department financing. In
the azgregate the AAF accvounted 36 percent of the total financing by the
Wear Department. From the standpolnt of Tixed assets the AAF accounted For
86 percent of the Emergency Plant Certificates, 85 percent of the Defense
Plant Corporation, and only 8 percent of the War Depertment-owvmed, In
financing working capital the AAF accounted for 55 percent of the Guaranteed
Lozns, 55 percent of Advance Payments, and only 15 vercent of Direct Loans
ty the War Departrwent.

There 1s the famous figure in the report of the Survlus Property
Administration of 3 billion 800 million, as the total Government investment
in a2irplane plants. That ig an awful lot of money - The net deprecisted plant
value of the automobile industry was only 1 billion 300 million. - The steel
industry in the period 1936 to 1945 invested in new plants a total of only 2
billion 200 million. In other words, the Federal Governwent dumped into
alrcraft manufacturing plants a sum in dollar volume equal to more than the
peacetime plant value of the automobile industry plus the gteel industry
plant investment for a 10 year period. ‘

The sponsor of these 3 billion 800 million was 82 p recent. AAT, 12 per-
‘cent from the Bureau of Aeronautics. The source was Defense Plant Corpora-
tion 83 percent, War Department 9 percent, and Bmergency Plant Certificates
& percent. The type, where this money went: 60 percent into macihinery and
equipment; 37 percent into land and buildings, end 3 percent into
miscellaneous., . : '

In these ten corpanies the Government invested a totzl of 1 billion
LCC million, whereas the coupanies themselves put in about 170 miliion.
Note also that much of the balence went into aircraft and engine wlants
operated by other industries. The overall construction of new aircraflt
vlants accounted for 90 percent, whereas ccnversion accounted for only 10
vercent. In the aircrait engine field, new construction accounted foxr 75
tercent and conversion £%5 vercent. A study wmade of 15 aircraft compenies
shows their plant facilities were expanded tremendougly - in 1939 they had
7 million square feet, in 1942 50 million square feet, and in 1ChL they had
90 million square feet.
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Yow let us pase to the working capitel pnase o7 financing. &

2§g§§g§§.ve*e very impor tant However, the advanta:e £ d VANCE 7, C
wEE; as you xnow, only )l_vuOTe to prime conbractors. It did not avsly
o our &ubvont;wuto;u. Tne total aggriepate LAF prime contractor advence
wertents wee 3 billion 779 nm l]i omn.

Then the Governnent, as you Inow, passed the necessgary legfslat*or
anC executive owrders to guarentee loans, under which the Ver Deyealtment
o1 Mavy Depvartment would guarentee to the Federzl Reserve Bank el
loane made to manufocturers This applied meinly to the Qubvont1<\+ 8.

The totel AAF guarenteed loanf were 5 billion 100 million dollers.

Taen there was the »ertial 3qyment method. The vost-plus-fized-iee
vontra.t was very populsr with airfreme commanies, end Five did most of
teli business on the CPFF basis. Thet wmeant that ae soon as rev weted
care Into tine nlant, lmrediately the Governieent assumed »ronerty
01 1t. Ve heve the extieme case of Boeing, wiaich in 1944 had VOU mlllion
worth or business, whose balan.e sgheet showe only 20C thouscnd

wovrti of invenvory - two hundred thousand worth of irVentofy on
00Xs  to do six hundred million dollsre wo?%h of DU"lPeCSf

It is obvicus that Uncle Sam wes really doing the f’lanvina throu b
ertiel vayuents. CPFF ad its advantages to tie Government in malir, &
lover profit qalgln on the end rrodu.t. But it had its disaavap 2lET W0oU,

in contravt terminetion, beczuse in the cases of these 01f seet eiscrald
)

ranvlacturers wltﬂ tremendous CPFF .ontracts, accounting oroblens mele
tne finel terminetion settlewment very complicated.

s contributed
T “ﬂau“t v, thece lO conmeniies

Reinvested esrnings wee one method the o

bo finencing the wer-tinme expension of aix =y,
olone heving neerly 400 million dollsrs of earnings after taxes and dividends.

Lncther method of I ¢ing was by rointainirg only o norirel culent

. Of .ource, the tLaQLL onel cormercial stonderd ig a wyatio of Jﬁ::eau
assete to current liabilities of two to one. Tre ailvcrart compeniec
the war "finznced" increaseld inventories snd/or aciounts receivebie
mrorortionate increage in current liabilities, owea Clre tly

to the Goveinment. Thus their current retio dyonsed eg low asg oSne Loinv
orne to one. This was a very iuvortant way thaet the eirciaft manuliacburers
were abile to handle such a large volume ol business on sulh a si
oi their own funds.

Now let us o inn some deteil to the other three charts.

Teble II shows in millions of dollars the in.reased working caniiel
for the ten leacding sivplene manufacturers. Here we have talen the wal-
tine earninge for tle five yesrs 1940-194k, tlet is, totel earnt 1;5
income taxes 2né alfter provigion for renegotistion, but be
trery nrov*sior for .ontingency reserve -- their totel wartime ev_;inés

v°*e ‘57 rillion dollawvs, -

Pt 1o

During tiais neriod they meid dividends of 165 million dollars - the |
comnanies had totol ret woxth in 1939 of 126 million dollars - So tie shock-
noléeres ceme out pretty well on the metter of dividends during the war.

7
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Practically no surplus earnings were invested in fixed plant, as the
Government itself was buying additional fixed vlant, or else the covanies
themselves were getting sgo large a tax credit for smortization thait they
could throw it back into additional facilities without affecting their
working canital position '

The working capital increase in this five-year period is 407 =illion
ars - thet 1s on the chart entitled "Working Capital Increase 193¢-LL",

fel]
O

TABLE II
WORKING CAPTTAL INCREASE

TEN IEADING AIRCRAFT MANUFACTURERS

Vartime Dividends Working Canital

: : Earnings Paid Incirease

Monufacturers 191+o___1_9_1+u 1940-1940 1939-1gkk
Bell $13,200, 000 $2,200,000 $11,700,000
Boeing 39,500,000 5, %00, 000 3&,100,000
- Consolidated-Vultes - 63,600,000 11,200,000 37,600,000
» Curtiss-Wright ‘ 114 600,000 41,300,000 93,600, C00
Douglas 61,500,000 15,000,000 47,60C,0C0
Tockheed - Vege 53,600,000 10,000,000 27,200,C00
Maitin 49,700,000 13,800,000 33,40C, 000
North American 49,300,000 18,0C0,000 31,000,000
Republic 1k,000,000 1,000,C00 11,300,000
United Aircraft ST, 700,000 L?,TOO 000 ,,,AOO,VOO
TOTAL $556, 800, 000 $165,600, 000 $h06,900,000

Teble III shows increased capitel funds In million of dolleis o1 the
newiod 19L0-Lh, Ve see that the earnings to surplue in.these five jears
vere 204 million dollers. Now, this "earninge to surplus" figure it
e’“nlngs after thelr contln sency vesexve - practically ell the alrcraid
manufecturers in the war years established very large contingent reserves,
most of which were arbitrary. In other words, there are minimum earnings
to surplus of 22L million dollars.

We see.here that only four of:the 10 commanies in this period 19040-10Lk
went into the capital merlet for additional morney. The total of 39 million
dollars is only a nominel sum in relation to war-time business. Incldentally,
most of this came from the 25 million dollars of preferred stock issued by
United Aircraft when the company was exvending for forelsn orders

Capital stock and surplus of the 10 comoenies inciessed from theis
939 to 194k balance sheets, by a total of 243 million dollars. - In 1939
tHe reserve for contingencies wag a very nominel figure, but the total
_increase by 194& wvas 103 million dollars. The sum of tieqe two increases
* 1s h26 willion dollars for cepital stock, swiplus, end reserves.



TABIE III
TNCREASED CAPITAL FUNDS
' TEN IEFADING ATRCRAFT MANUFACTURERS
1940 - 194k

Increaced Re-

Earnings to Pvt. Capital Increased Capl- serve TFor Con-

Surplus Acquired tal & Surplus tingencies
Menufacturers L Byrs) {5 yrs) . (19%h Over 1939) ( .1..9_.4_%'; over 1939)
Bell $7,410,000 $1,670,000 $9,293, 000 $3,500,000
Boeing’ 16,052, 00C 5,393,000 22,883,000 6 ,929, 000
Consolidated-Vultee 33,377,000 000 32,6L4 000 l/,OOO 000
Curtigs-Wright 40,516,000 000 3,365,000 32,831,00
Douglas 36,200,000 C00 3¢&,332,000 1f,shu 000
Lockheed - Vbéa 20,968,000 6,313,000 27,30&,000 16,55&,000
Martin . 11,»LJ,ooo 000 12,364,000 24k 500,000
North American 17,683,000 000 17,683,000 14,185,000
Republic . 7 61,,000 0CO , 517,000 2,917,000
United Aircraft . __95,577 0co 25,6C0,000 43,855,000 35,202,000
TOTAL = . &213 7&1 oce $3Q 976,000  $2k3, duo 0Co $183,258,000

Taeble IV shows the comparative financial position of the ten major
AAF aircraft manufacturers. We tale for our prewar year 1940, rather
than 1939, for various ireasons., Here is what the consolidated balance
sheet of the ten largest airplane companies looke like in 1940, You see
here a net worth of 179.million in 1940. In 1944 it was increased to 581
million dollars. Working capital had increased from 68 to 394 million
dellars, rlus 74 million of . postwar refunds of excess profits taxes.

Incidentally, this figure of 74 million, we know, is equal to ten per-
cent of their excess profits taxes - therefore ‘it is interesting to note
that these ten largest companies in the 5 yedr period pald back te the
Governrent in excess vprofits taxes TLO mllilon dollars

Another important item in var time is emergency.facilities, - that
is the fixed assets constructed for war purposes and reduced by the regular
five-year amortization schedule - total value remaining for the 10 comvanies
wvas 40 million dollars. The fixed assets dropped from 96 to %2 millions
with varying depreciation rates and practically no additioral plant iInvest-
ments. Net worth tripled during the war veriod - this includes the assump-
tion that these gene“aL reserves are vart of net worth. - I think we can
assure that. : o :

Tow let us look at projoctions for the postvar 1945, These figures

vere derived efter many hours of work. We took each individual company,
projected its sales, and attempted to figure what ite proiit would be on
those salee. Then we rade adjustments as far as amortizaticn facilities,
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working capital, capital stock changes, and so forth.

company we came up with a certain
gave us this aggregate figure.

Bl

4

For each indivicdual
igure, which we put together,.and that
That was the way we estimated in September

1945 what position the aircraft industry would be at the end of 1946.

TABLE IV

COMPARATIVE FINANCIAL POSITION

TEN LEADING AIRCRAFT MANUFACTURERS

(IN MILLIONS OF DOLIARS)

Pre-War War Time . Postwar
1940 194k , 1948
_§§;ANCE SHEET DATA *Lgctualj (Actual) (Estimated)
Cash & U. S. Gov'ts. $289 $716 $olh
Acc'ts Rec. & Advances 53 988 250
Inventories 180 _kLBs 318
TOTAL CURRENT ASSETS 522 2190 8ig
TOTAL CURRENT LIABILITIES sk 1796 351
Net Working Capifal ' 68 : 394 LA
Postwar Refund E. P. T. 0 T4 R 0
Investments - : 8 z o2
Emergency Facllities (Net 6 L0 0
Fixed Assete (Net) - v 96 52 7
Miscellaneous Assets & 28 16 ]
TOTAL NET ASSETS 206 588 , 568
NON-CURRENT LIABILITIES 27 1 T3
CAPITAL EQUITY & RESERVES 179 581 5
Eevnresented By:
Preferred Stock C 3 31 30
© Common Stock .3 40 L1
Capital Surplus B <o) Th Th
Earned Surplus - 69 231 Lhoo-:
General Reserves R R 8 205 o
Jd 58 565

Incidentally, I talk glibly about "igho" .and "1SL4". Please realize
that companies of the aircraft menufacturing industry have different fiscal
years. - One compeny will start on August lst, another on October lst, and °
another at some other time. So when I mbe the words "19LL" or "19L6" I

-9 -



mean. the figcal jehmf an a¥bitrary dormosite- twelve-mohths period; It is
the only way to put them together 1n a grand ‘total for the theoretical year
endlng Decembe1 3lst S

Now, in the postwar period the first thing that strikes our view is
thet the projected capital stock and reserve has decreased frow 531 to 565
million dollars - that is mainly due to termination, readjustment, and
reconversion expenses offset by an est1ma+ed nominal amount of earnings
for the two-year period.

We assume that these amortized facilities will be all written off.
That, of course, will give the compenies & fairly large plant account written
dowvn to zero. The net effect of the writing down of amortization 1s to
reduce net worth. But it raises working capital by a proportionate amount,
because yov get a credit on income taxes.

Cevta¢n summary figures are in order. Of course, ve can't add them
together, because, unfortunately, some ‘1gures aze avcumulatea for the total
1ndust1y rather +han for the total existing as of the end of the war.

Summary Figures:

a. Government Investment Fixed Assets - $3,823 million
b. Private Investment Fixed Assets - 308 million
¢. Advance Payments (cumlative) - 3,776€ m=illion
d. Guzranteed Loans (cumulative) - 5,089 million
e. 10 Companies

(1) Additional Capital Stock - 39 million
(2) Wartime Earnings After
Dividends - 391 million

¥, Estimated Net Worth End of 1946
(lQ Cos.) - 565 million

In addition to these financial figures, I would like to point out
important non-financial methods by which the aircraft industry was alded
in reeting this tremendous war time load.

In the first place, there were brought in entire outside industries,
the most important being the automobile industry. Secondly, the aircraft
irdustry, like all the American industries, went to subcontracting for their
me jor components through minor parts., Thirdly, these companies increaged
wolume by intensified use of their own facilities - this included mess
‘nroduction techniques, longer working hours, multiple shift operations,
and such factors as learning cuxrve as the efficlency of the individunal
‘worker was incressed, resulting in lower manhours ver plane unit.

- ¥ou have seen that the aircraft industry did make a lot of money in
the war. They came out of it ln a mLch better financial position than
they thought they wouid. In fact they 2ré in a very go6d ‘1nano¢al
position, However, tney have lots of nfoblems ahead of them.'
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First, the alrcraft manufactures have a definlte financial responsi- .
bility in that they must continue to be the manufacturing aircraift arsenzl
of the AAF and probably also of the Navy.

Secondly, they have the great responsibility of keeping this country
in the forefront in aeronautical research and developmenti. That is one
thing that Government arsenals of the Army and Navy could not do, for cne
or two men, no matter how able, could not humanliy bte responsible for all.
research and development. I can't impress upon you too much the necessity
of having a competing aircraft industry with ten, fifteen, or tweniy
fairly good-sized companies, with good research staffs and trained manabe-
ment, together with necessary production facilities and experience.: Con

Thirdly, the aircraft industry does have a financial responsibility
to its own employees, to its stockholders, to the communities in which
its plants are located and also to various satellite industries.

The fourth respon51bllity financlalwise of the aircraft industry is
in the production of commercial plenes. We look on our alr transport
industry as a growing force in our national and even international trans-
vortation system. This can come only from a strong and operating sircraiv
manufacturing industry and supported in large part by Government orders,
which will mike possible the designs of such planes as ‘the ILockheed
Constitution, Beeing Stratocruiser, or the Republic Railnbow; éach of which
had its military protype.

In conclusion I would like to bring out the point that, whe;eas it
is evident that thé- proflts have been very high on their’ invested apital,
such profits have been’ guite 1ow upon their net sales. A very interesting
case is Dougles Alrcraft Company, an old-line commwercial producer - in 1S40
Douglas had sales of 60 million dol lars, principally military export and
domestic air line, and their Profit was 11 million 100 tlHousand dollais -
in 194k sales ‘to the Army and ‘Favy ‘exceeded one billion dollars, but' tiheir -
net profit after income taxes and before reserves was 10 million, 400
thousand dollars -- in other words, in this period of 1940 to l9h4 their
sales increased fiftéen times and- their 4 dggrogate net income actually
decreased, So-I think we got our planes -at a-pretty feir price after all,
without b: brlnging up such additiosial eafeguards &s redetermination,
reqegotlatlon, and the operation of the incone énd excess profit tax laws.

The- second point is that the American aiy czaf‘ indhstry as nuch as
any othey activity or force made possible the v1ctory of tbe Uhvted Iaulons.

Thirdly, the 1ndust”y has made and is maP & great contributions to .
the development of aeronautical research to keep our country in a lead;ng
rosition. .

The fourth point is that a strong financial position of the aircraft’
industry is absolutely necessary if this country is to have an aircraft
manmufacturing industry which will serve as a nucleus for expansion in case
of another emsrgency, which we hore won't cowme and which by your study here
we are hoping to avoid, but the poesibility of which must be realistically
Taced.
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I there are any questions, I will be glad to answer then.
A STUDENT:

/I am just curiouS.abdut one item on Table IV. Did the fixed assets
of 9¢ million é&iminish during the war years? ' :

MAJOR BUTLER.:

Yes, in dollar value carried on the respective balance sheets.
A STUDENT:

I was just wondering what the explanation is.
MAJOR'BUTLER?

We have had a large decline in net book value due to depreciation
regerves being uninvested In ddditicnal plant and to the 5 year or less
amortization of emergency facilities. Of course, the actual pnysical
plant of the individual companies is considerably larzer and more modérn
than the prewar. ‘

A STUDENT:

- I wonder if from your financial survey of these compaﬁiés‘you cen . .
tell us what the sales average of these companies will have to-be in
urder to maintain the necessary industry in case of an emergency i

MAJOR BUTLER : S BT

of course, the companles have four tynes of sales:; first, -militery :
sales, to the, Army and.NaVy second» comrercial sales; thlrd export and -
fourth prlvate sales.‘,u' B - . o

WG figure 115at now that the aircraft industry itself with its
present .capital .can finance w1thou* any out51de aid about a billion dollars
-worth of business each year. ' :

Vie consider that their total procurevent 4s going to be ronsid ably
less than that. Mrllu@ry procurement will probably run thigs year, my guess
would be, somewhere around 50C million. The commercial sales wo estimete
in this year, l9h6 to be 150 million to 200 milijon. In other words,
their sales will run anyvhere from 500 million to one billion. I.think
the lower level will‘be'nearer'uorrect whereas the Aircraft Coordinating
Committee recommended normal peacetime sales at a low . level of about.one

‘billlOﬁ and an upper level of about one billion and a halr. E

A SrUDEhT:
Do you think some of these companies will go. into other lines of

vork to help keep themselves in business?
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MAJOR BUTIER:

Some companies definitely are going to go into cther lines of business,
Corsolidated-Vultee has gone into the truck-meking business, Northrur is
going to make toys. Martin has gone into various mechanical processes for
presgerving munitions and other machined gocds. They are going to put plenty
of their surplus funds into other businesses. I don't think any of the
aircraft companies 1s really going to go by the board, as due. to either
other types of business or Government orders they will have enough to cerry
them along in the years ahead.

A STUDENT:
Are . tney going to make jet planes?
MAJOR BUTLER:

. Yes. The jet engine fleld is a little peculiar in that the majority
of them may be made by non-ajircraft-manufacturing industry. At present
wost jete are made by General Electric, Westinghouse, and Allison. I
have heard that Pratt & Whitney may go into mzking Jjets, and also Wright
Aeronautical. But right now these [lgures include airframes, propellers,
and reciprocating engines, but not jete. So we do know that, despite
vhat happens to these companies, we are going to have the A‘lisor
subsidiary of General Motors as one of ‘the leading producers of alrcraft
engines.

A STUDENT:
I don't see why the AAF should have to subsidize these airc craft
companies when they have all these other companies tna*b they can Cu.l-‘ on

for help, as they did in this war.

MAJOR BUTIER:

ct

In a period of from three to five years we could build up an sirc
industry like we did this time. But, as I sald before, I think the an
to that is the fact that, despite the bringing in of General Moteres, t
bringing In of Ford, and the bringing in of other gigantic companiles,
together with thousands of subcontractors, despite all ¢f that, nine out
of svery ten planes produced in the total war period came from these
coumpenies.,

o
rer

cY
-
[aad
o
1.
il
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A OTUDENT:

That is true of every other business that we have talked about; o
it would also be true of the Army Air Forces.

MAJOR BUTIER:
The point is that when Ordnance wants tanks made, it doesn't have
to go to its own arsenals, it doesn't have to go to General Motors, It

can go to a number of the heavy machine industries - it can zo to the
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Baldwin. Locomotive Company, or to International Harvester, or to Chrysler,
in other words, industries which are in separate fielde, whoee peacetire
production which will guarantee their existence, Ordnance could go to
-those companies for its production, whereas the aircraft menufacturers
cannot go to General Motors - they will not start on airplanes - they just
can't do it

A STUDENT;
Why not?
MAJOR BUTLER:

In the firet place they haven't got the specialized plant. - An air-
craft plant requires various peculiar things, such as high bays and specilal-

1zed wachine tools. And, more than that, which is a very important thing,
it requires aeronautical engineers, design, developrmental, production.
Then the dependence on skilled labor was shown particularly in the early
pert of the war. One of the biggest bottlenecks was labor - farm hands
alone just can't produce vlanes - there muet be thousands of skilled tool
designers, machlne onerators, and supervisory personpel tra;ned foyr air--
cratt production. :

So my answer to your question is, it could be done over ‘a period of
years. But, looking at this thing reaListically, you lnow that when the
next emergency comes, we are not going to have a nuwber of years to convert
these other industries, We are going to have to get cur aircraft from the

aircraft industry that we have in peace time. Ve have to depend on. then
for the planes that we will get in the next twelve months.

A STUDENT:

Have you seen Senator Thomas' report?
MAJGR BUTIER:

I have seen Senator Thbmas' roport and I fail to concur.
CATTAIY WORTEING&ON;

Thenk you, MaJor Butler, for your very fine talk

(6 August 946 - - - - EOO)P.
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